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EDITORIAL
This is the story as it comes to us: An
accountant—let us hope a junior—was
employed by his firm to check the cash
of a concern, which may be called the X Y Z Corporation. This
concern among its activities included a selling department where
goods of small value were sold in fairly large quantities. When
the cash of the selling department was counted it was found that
the amount on hand was, let us say, $2.04—a fictitious amount
greater than the actual sum—more than it should have been.
Now this incident happened in the city of New York where, as all
citizens know to their sorrow, there is a two per cent. tax on sales.
Evidently, therefore, this excessive sum of $2.04 represented the
sale of some article for $2, plus a tax of four cents—at least it
might have occurred to an ordinarily sapient person that this was
the fact. Apparently a careless member of the staff had sold
such an article, placed the proceeds in the till and forgotten to
make the proper record of the whole stupendous transaction.
The carelessness was unpardonable, of course. No member of
any staff anywhere should forget anything. However, the error
occurred and the perspicacious young auditor discovered it, as he
could not very well avoid doing. He found the unaccountable
excess and, like a well-trained man, conscious of his complete
efficiency, he set to work to trace the mistake and to expose the
guilty person. Here was a chance for him to demonstrate his
incalculable value to his firm and to the client. Such wrong
doing must not escape unchallenged. Relying upon his supposed
authority he began a search, a veritable inquisition, and after
two or three days of earnest effort, during which he had inter233
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rupted the work of an entire department in the client’s office and
had run up a considerable bill for time expended, he was com
pelled to admit that he could not find a shortage in the inventory
to account for the surplus cash, nor could he rightfully determine
who had committed the crime. At last he regretfully reported
the matter to his superior and confessed himself defeated. What
the superior had to say about the matter is not recorded; but one
can imagine the attitude of the senior and can form a reasonably
accurate notion of the comments which were made. The client
meanwhile probably found his expenses for audit augmented by
many dollars and the annoyance of his own staff an affair of some
importance.
This little story bears a moral which
every accountant may well take to
heart. It might be unwise to say that errors should be over
looked or that carelessness should be condoned. But surely
there is no sense whatever in a ridiculous adherence to meticulous
detail when the sole purpose is to trace something which is not
worth tracing. In the incident reported—a true one, however
one may deplore it—everybody concerned suffered. The junior
lost his sense of perspective, if he ever had one; the accounting
firm saw its reputation affected; the client lost time and money;
the profession of accountancy was exposed to ridicule, and all
because a small-minded youngster was allowed to strut a little
and to exercise a brief authority—but not brief enough. Such
things should never happen. Nobody cares at all whether $2.04
surreptitiously appears or not. It is not auditing to run furiously
after every picayune item. While chasing a few elusive cents,
thousands of dollars may slip unnoticed by. No client pays
knowingly for that sort of thing more than once. No accounting
firm worthy the name wants that sort of thing. It adds nothing
at all to the betterment of business nor the peace of mind of office
personnel. The youngster who does not know enough to dis
tinguish between the essential and the trivial does not belong to
accountancy. There is no clearly defined limit to the important
or the unimportant. We must trust the employee to display a
little discretion, a semblance at least of good sense. It is con
ceivable that a very small sum of money may be significant, but
that is not often. What the junior should have done in the pres
ent case is clear. He should have made a note of the excess, and,
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after spending a few minutes in trying to trace it to its source, he
should have gone on to weightier things. It is a great pity that
this sort of incident ever occurs; but we are told that the case
before us is not unique. There are many little fellows who revel
in the most microscopic minutiae. They can’t help it. They
probably were born that way, but they should never, never, be
employed in the work of accountancy, which, after all, is a
matter of principles, not of pin points.
Our attention has been directed to a
recent book by a rather prominent econ
omist in which the author takes his pen
in hand to tell the world about the iniquities of accountants. Let
us see what this gentleman thinks of accountants and also of
lawyers, whom he groups as fellow conspirators:
“I remember when my father was interested in banking. Ac
countants would bring to him audit reports consisting of thirty
or more typewritten pages. He would look at the auditor and
say: ‘Young man, this is all Greek to me. All I want is six fig
ures: (1) gross sales, (2) net profits, (3) amount charged to depre
ciation, (4) amount owed, (5) cash inventory and property value
and (6) cash in the bank. Give me these for a few years back on
one sheet of paper, and I will give you my answer in two minutes.’
I have often thought of my father’s wisdom in this statement. I
have seen the companies with which I am connected, and those
for which our organization is doing work, actually waste hundreds
of thousands of dollars on auditors’ reports.
“My associates will say that I have a fetish on this subject of
lawyers and public accountants. Of course they are necessary,
as are doctors and undertakers, but their work could be greatly
simplified, to the benefit of all concerned, except possibly them
selves. Lawyers and public accountants are part of a racket
which is today bleeding business and adding to the cost of con
sumer goods. How the situation will be remedied under a de
mocracy I do not know, because our national and state capitals are
today overrun and controlled by lawyers and accountants. This
talk about the government being run by the bankers and the
captains of industry is all rot. Our federal and state governments
are being run by petty lawyers, accountants and politicians.”

Those Very Naughty
Accountants

It is impossible to become very much
perturbed by this diatribe. All of us
know that there are lawyers and, alas,
public accountants who have tried to complicate and to expand
their work so as to derive greater fees, but it is so absurd to make a
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sweeping statement such as that which has been quoted that the
attack falls to the ground. No one, we think, will be thoroughly
convinced by so outrageous an assault. It may be true that our
national and state capitals are controlled by lawyers, but it will be
news to most of us that accountants are in the same dominant
position. Most people who had thought about the matter had
probably thought that accountants played too small a part in
government. To learn that accountants are part of a racket
which is bleeding business is a distinct novelty to most of us. To
a quite impartial person it seems that if accountants had been
permitted to play a greater part in the making of laws and the
administration of them the public would have been better served,
because an accountant is naturally inclined to the prevention of
unnecessary expense. There is something about accountancy
which makes for conservation of assets and a check upon unwar
ranted and increasing liabilities. No one can ever discover the
causes which lead to such expletive efforts as those which are
revealed in the matter which we have quoted. Perhaps, as the
author says, he has a fetish on the subject, but we do not quite
understand his use of the word “fetish.” Perhaps he failed to
look up the meaning of this word before he used it. A fetish is not
usually an object of hate—but that is unimportant. In fact the
whole attack will not affect the course of the elections nor the fate
of the country. It is just one of those foolish things which some
otherwise well balanced people do to demonstrate that after all
they are merely human and not endowed with great breadth of
view.

The thing which is most interesting is
A Business Man Should
Understand Accounts the statement quoted by the author
that his father wanted six figures, gross
sales, net profits, amount charged to depreciation, amount owed,
cash inventory and property value and cash in the bank. He
wanted these figures on one sheet of paper so that he could analyze
them and reach a decision in two minutes. That would be a noble
idea if it had a little more common sense mixed with it. It seems to
us that it would have been far wiser for any business man if he
could not understand the accounts to pay some little attention to
what accounts are supposed to mean and thus be able to interpret
for himself the figures which were placed before him. If he could
take the six figures mentioned and give his answer in two minutes
236
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he was a unique character in the history of any business, great or
small. Well, all of us are very foolish at times and it is not exactly
kind to draw attention to such outstanding foolishness as this.
Perhaps on a better day after a better dinner accountants may
look less devilish to our economist.

While we are thinking about the influ
ence which accountants have or have not
upon the affairs of the states and the
nation it is interesting to turn to an editorial which appeared on
August 26, 1936, in the Chicago Daily Tribune. We quote:
“Secretary of the Treasury Morgenthau recently sent a letter
to the president advising him that, due to the improvement of
business conditions, the yield of existing taxes is steadily increas
ing and that with continued recovery we are steadily approaching
a revenue yield which will be entirely adequate to cover the ex
penditures of government and to reduce the public debt. . . .
The incident should be of great satisfaction to the country if it
were true that the revenue of the government from existing taxes
was increasing substantially and the outgo was being reduced
substantially. . . . The most casual inspection of the July treas
ury report will show how little truth there is in the claims of
financial betterment. . . . And expenditures show no signs of a
reduction. . . . It is perfectly clear that the nation’s finances are
growing steadily more hopeless. But by a misleading method of
tabulation, which would result in punishment if perpetrated by
any other seller of securities, the government doctors these figures
to make them appear to show improvement. It happened that
during July the First National bank of Chicago bought back its
outstanding preferred stock from the reconstruction finance cor
poration. That payment and other similar payments during
July were in such volume that the collections of the R. F. C. on
capital account exceeded its disbursements by 175 million dollars.
In a similar way the commodity credit corporation, which a year
ago loaned 115 million dollars on crops, made collections during
July of 67 million dollars. This is not revenue. It is not a de
pendable source of income which can be used to pay for the ex
penses of government. But Secretary Morgenthau, in order to
make a favorable statement, deducts these collections from ex
penditures in arriving at a figure of 123 million dollars for the
deficit for the month.”

Perhaps It Is
Obtuseness

It is difficult to believe that the presi
dent of the United States and his secre
tary of the treasury would wilfully misrepresent the facts as the Chicago Tribune apparently implies.
237
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It probably would be fairer to attribute the incident to an utter
lack of knowledge; and yet it is hard to comprehend how there
could be such ignorance in high places. One of our highly es
teemed correspondents commenting upon the inaccuracy of the
financial reporting of the federal government says:
“The inadequacy of the accounting system of the United States
is a matter of common knowledge. It is referred to in Professor
Morey’s article on municipal and governmental accounting in the
November, 1933, Journal of Accountancy, with quotations
from authors. David Lawrence, the well-known column writer,
frequently mentions it. It derives in part from the failure of the
comptroller general to carry out his authorized function of estab
lishing an accounting system and partly from the fact that finan
cial reports are issued by the treasury and other departments
rather than by the chief accounting officer of the government, the
comptroller general. The reports of the treasury for the most
part are on a cash-receipts-and-disbursements basis which obvi
ously is inadequate to give a true picture of the operations or
conditions. So large and important an enterprise as the United
States government certainly should have an adequate accounting
system. At the present time the government is insisting that
every private enterprise keep its accounts properly but the gov
ernment can not be said to have applied a similar standard to
itself.”

This criticism is well taken and it seems almost beyond the utmost
stretch of imagination to picture high officers of the federal gov
ernment who do not understand the simple truth. We must be
reluctant to admit that any thought of political effect could have
swayed such eminent authorities in the production of misleading
financial statements. No reputable business man would tolerate
for a moment the utterance of tricky and misleading figures.
Surely the federal administration is at least as high minded and
upright as the ordinary man of business. No, the Chicago
Tribune must be wrong. There was no intent to deceive—it was
simply a lack of knowledge.
A correspondent sends us a copy of the
Arkansas Gazette, published at Little
Rock, August 23, 1936, which contains a
suggestion of peculiar interest during this election year. It
appears that an unsuccessful candidate for nomination in the
Democratic primaries believed, as defeated candidates sometimes
238
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do, that he did not receive credit for all the votes cast for him.
He says:

“The section of our election law which requires the voter to
sign his duplicate ballot is a commendable means of preserving
the integrity of individual ballots but its good effect is lost if the
ballots are miscounted or the box totals are changed after the
ballots have been counted.”
He expressed the conviction that difficulties in the election law
could be overcome by adoption of a simple amendment requiring
that all duplicate ballot boxes be delivered as soon as polls close
to the Arkansas Society of Certified Public Accountants through
its officers or a special committee to conduct an audit at actual
cost. The society as a disinterested agency then would certify
the audited returns to the state committee and the state conven
tion. He concludes his recommendation with these words:

“Business men large and small have confidence in the integrity
of C. P. A’s. The fact that they are the custodians of countless
business secrets acquired from auditing records of business houses
is a guaranty that their code of ethics would function to protect
the sanctity of the ballot.”
We do not profess to understand fully the system of duplicate
ballots, but there are innumerable cases in nearly every state in
which an impartial audit of returns would affect materially the
final results. Far too often are ballot boxes the subject of mys
terious disappearance after the first count. Far too often are
ballots themselves rendered void by mutilation or even altered by
actual change of the voting marks. The idea of employing certi
fied public accountants to supervise balloting and counting of
ballots has much to recommend it to every one—except certified
public accountants, who certainly would not wish to be burdened
with this rather thankless task; but accountants as a whole have
a good deal of public spirit and it is improbable that a scheme of
proper audit would be impracticable anywhere. Accountants
ought to regard such a task somewhat as they would jury duty—
a thing not to be desired but also not to be avoided.

Certain comment which appeared in
The Journal of Accountancy for Au
gust, 1936, aroused one of our friends to
protest. The author of the comment had said, “The proposal to
tax all undistributed earnings has been fully discussed. It has

One Defender Is
Discovered
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nothing to recommend it. It is wholly unsound, complicated and
unnecessary.” He who protests says that such a condemnation is
ill taken and that there is some economic justification for such at
tacks; but, after a careful reading and rereading of his letter, we
still fail to find any advantage whatever in a tax which will destroy
small business. Some one may feel that Satan should not be con
demned because he wears at times a smile. But, smile or no smile,
Satan does not seem to us worthy of anything but condemnation.
The longer this utterly foolish tax on undistributed profits stands on
the statute books the more atrocious it appears. Even its sponsors
have lapsed into silence and defend it not at all. Everyone seems
confident that it will be abolished before it can do all the harm
which seems inherent in it, but, as we have said before, it is caus
ing a great deal of unnecessary work and expense and a vast
amount of mental uncertainty. Perhaps its chief merit—and
this is one to which our correspondent did not refer—is that it
affords an excellent butt for political attack. With such a target
to shoot at no candidate can miss. Nobody wants the tax,
nobody understands the tax and everyone will rejoice at its taking
off by grace of legislation or decision of the supreme court of the
United States.
We have before us a report of the board
of managers of the Chicago Bar Associ
ation concerning an inquiry conducted
by it into alleged activities of judges in partisan politics. The
report is dated June 11, 1936. It is chiefly noteworthy for its
courage and for the comfort which it affords to those of us who
still believe that professional ethics must rule a profession. We
are not concerned with the exact nature of the charges considered
by the board of managers nor with the identity of the persons
accused. In brief, the report deals with allegations that certain
members of the judiciary had taken part as active politicians in
political affairs and the board found that the conduct of four
judges constituted a flagrant violation of canon 28 of the canons
of judicial ethics and a repudiation of the generally accepted
standards of their office. “This coupled with their publicly
expressed unwillingness to recognize these standards conflicts so
violently with the purposes of this association as to leave to the
board no other course but to expel them from membership.”
Other judges were censured. Now, as we have said, this case is
240
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not one in which accountants are directly concerned, but all
professional men must feel an interest in the action of the board
of managers of the Chicago Bar Association. There is no doubt
whatever that the judges who were the subject of reprimand or
expulsion exercised a powerful influence in their locality. They
were men of prominence. They had great weight. And yet the
committee charged with the investigation and adjudication of
charges did not hesitate to make what it considered a fair and
honest decision. No profession has been the object of more
attack than the law. Much of the adverse criticism has probably
been well founded, but there is good hope for the cleansing of the
bar when such action as that to which we have referred is taken
without fear or favor. Other professions may well take note.
There will be opportunities in every profession to demonstrate a
like firmness and a like courage. In medicine, engineering, ac
countancy, even in the church, absolute justice and a com
pletely unassailable courage will be needed from time to time.
Every improper practice which is censured by the professional
body to which the culprit belongs is an impetus toward better
conditions. The bar, most criticized of all, has shown in the
present instance that it can be trusted to deal rigorously when
occasion seems to require.
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